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Excess reserves
REVIEW OF THE MONTH
Excess reserves of member banks, after
increasing further to a new peak of over
$3,300,000,000 in the second
week of December, declined to
$2,850,000,000 at the end of the year. For
the month of December as a whole excess
reserves showed a net reduction of $260,000,000.
This decline was largely due to temporary
influences, of which the most important was
a net withdrawal of $450,000,000 from the
market through Treasury transactions. This
withdrawal arose principally from the fact
that an unusually large proportion of the
Treasury securities issued in the new financing
of December was paid for by a direct charge
against member bank reserve balances rather
than by the creation of Government deposits
at subscribing banks. Reserve balances were
also reduced during December through a
seasonal increase in money in circulation which
amounted to $145,000,000 between November
30 and December 24 and was followed by a
decline of $110,000,000 in the following week.
Treasury transactions and currency withdrawals
were in part offset in their effect on excess
reserves by a further increase of $200,000,000
in the monetary gold stock.
Owing to the large volume of excess reserves
held by the member banks, the withdrawal
from the market of $600,000,000 of reserve
funds during the 10 days prior to Christmas
was not reflected in an increase of borrowing by
member banks and had no effect upon open-
market money rates. Excess reserves at the
end of the year were about $1,000,000,000
larger than at the end of 1934 and $2,000,000,-
000 larger than at the close of 1933. This
growth was one of the results of additions to
the country's monetary gold stock, which
amounted to about $1,900,000,000 in 1935 and
$1,400,000,000 in 1934 (excluding the incre-
ment arising out of revaluation of the dollar).
The problems raised by the large volume of
excess reserves have engaged the attention of
the Federal Reserve System for some time and
were reviewed at a meeting of the Board of
Governors with the Federal Open Market Com-
mittee on December 17 and 18. At the con-
clusion of this meeting the Board and the
Committee issued the following statement to
the press:
The Board of Governors of the Federal Reserve Sys-
tem and the Federal Open Market Committee have
given extended consideration to the general business
and credit situation and to the recommendation of the
Federal Advisory Council and are of the opinion:
1. That continued improvement has been made in
business and financial conditions but that the country
is still short of a full recovery.
2. That the primary objective of the System at the
present time is still to lend its efforts to a furtherance of
recovery.
3. That there is at the present time no evidence of
over-expansion of business activity or of the use of
business credit.
4. That the present volume of member bank reserves,
which have been greatly increased by imports of gold
from abroad, continues to be excessive, far beyond the
present or prospective requirements of credit for sound
business expansion.
Therefore, the special problem created by the con-
tinuing excess of reserves has had and will continue to
have the unremitting study and attention of those
charged with the responsibility for credit policy in order
that appropriate action may be taken as soon as it
appears to be in the public interest.
The Council's recommendation referred to in
the statement is printed on page 5 of this issue
of the BULLETIN.
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Weekly reporting member banks in leading
cities increased their holdings of direct Gov-
ernment obligations during
December, showing a net in-
crease of $290,000,000 in these
holdings during the last 2 months of the year.
Holdings of obligations guaranteed by the
Government showed little change, while those
of other securities declined during November
and December by about $110,000,000. Bro-
kers' loans increased somewhat in November
and December, reflecting in part borrowings by
dealers in Government securities in connection
with the new Treasury financing and usual end-
of-year requirements of brokers and dealers in
securities.
Adjusted demand deposits at these banks
showed an increase from October 30 to Decem-
ber 31 of $290,000,000, notwithstanding large
withdrawals in the middle of December for holi-
day currency demands, income tax payments,
and purchases of Government securities by de-
positors. United States Government depos-
its at banks increased in the week ending
December 18, reflecting deposits established in
exchange for new Government securities pur-
chased by the banks, but the increase in Gov-
ernment deposits was much smaller than the
amount of new securities purchased.
Changes in condition of all member banks
during the first 10 months of 1935 are shown
by the consolidated call report
for November 1,1935. In 1935,
as in 1934, banking conditions
were influenced largely by gold movements and
by Government disbursements of borrowed
funds. The principal changes were a continued
growth in deposits of individuals, partnerships,
and corporations, a substantial decline in United
States Government deposits, a further rapid in-
crease in balances held by member banks with
the Federal Reserve banks and with other mem-
ber banks, a relatively small increase in bank
holdings of United States Government direct
obligations, and a substantial growth in hold-
ings of Government-guaranteed obligations.
Adjusted demand deposits, representing de-
posits of individuals, partnerships, corporations,
and State and local govern-
ments> increased by $2,820,-
000,000 at all member banks in
the first 10 months of 1935. This growth re-
flected principally the influence of gold imports
and of Treasury expenditures from balances
previously accumulated and from newly bor-
rowed funds. United States Government de-
posits at member banks showed a decline of
nearly $1,000,000,000 in this period. There
was also a decrease of $225,000,000 in Postal
Savings deposits, representing funds withdrawn
by the Postal Savings System because of the
inability of banks to pay the required rate of
interest on these deposits. These funds were
invested in Government obligations by the
Postal Savings System. Other time deposits
showed a substantial increase in the period.
Adjusted demand deposits of member banks
amounted to $18,500,000,000 on November 1,
1935, as compared with $12,100,000,000 at
licensed member banks on June 30, 1933, the
low point of recent years, and $16,600,000,000
on December 31, 1929, the pre-depression
maximum. Time deposits, other than balances
of banks and of the Postal Savings System,
amounted to $10,000,000,000 as compared with
$8,100,000,000in June 1933 and $12,900,000,000
at the end of 1929. It is estimated that
adjusted demand deposits plus time deposits of
nonmember banks, including those of mutual
savings banks, were about $1,500,000,000
larger in June 1935 than in June 1933, but were
about $5,500,000,000 smaller than in 1929.
Deposits at all banks in the United States,
therefore, are still somewhat smaller than they
were in 1929.
The increase in deposits in the first 10 months
of 1935 occurred at all groups of member banks,
as shown in the following table, but was rela-
tively somewhat larger at city banks than at
country banks. Since June 1933, adjusted
demand deposits have increased by 40 percent
at New York City banks and by about 60 per-
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cent at banks in other reserve cities and at
country banks. At country banks, however,
these deposits were still 15 percent smaller than
they were at the end of 1929, while at city banks
they were appreciably larger than at any pre-
vious time. In 1935 there was a further sub-
stantial increase in interbank deposits at city
banks and the total of those balances held for
domestic banks on November 1 exceeded all
previous records in the history of the Federal
Reserve System.
CHANGES IN DEPOSITS AT MEMBER BANKS, DEC. 31,
1934, TO Nov. 1, 1935
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The largest change in member bank loans
and investments in the first 10 months of 1935
was an increase of $780,000,000
investments
 i
n holdings of obligations guar-
anteed by the United States
as to principal and interest, representing in
part exchanges for obligations not so guar-
anteed. Holdings of direct obligations of the
Government increased by $170,000,000, and
there were substantial increases in holdings of
other securities and in customers' loans not
secured by stocks and bonds or by real estate.
Customers' loans secured by stocks and bonds
continued to decline.
Most of the increase in total loans and in-
vestments occurred at central reserve and
reserve city banks, which showed increases in
all three classes of investments and in their loans
to customers other than on stocks and bonds.
Country banks increased their holdings of
Government-guaranteed obligations and of
other securities, but showed decreases in hold-
ings of direct Government obligations and in
of member
banks
loans. These figures are shown in detail in
the table on page 22 of this BULLETIN.
In addition to the increase of $1,150,000,000





m December 31, 1934,
to November 1, 1935, member
banks reported a growth of
$2,190,000,000 in their reserves with Federal
Reserve banks and balances with other banks
in the United States. About three-fourths of
the increase in balances with the Reserve banks
was at New York City and Chicago banks;
country banks showed only a small increase in
reserve balances but a substantial growth in
balances due from banks; while at reserve city
banks reserve balances and balances with other
banks showed about equal increases.
As shown in the following table, country
banks apparently deposited with other banks
most of the increase in their available funds,
while city banks used a considerable part of
their surplus funds in purchases of investments.
Excess reserves increased at all groups of banks,
but the tendency noted in 1934 for country
banks to deposit most of their excess funds
with city banks continued in 1935, and much
of the increase in excess reserves of the central
reserve city banks in New York and Chicago
reflected the growth in balances due to other
banks, shown in the previous table on deposits.
CHANGES IN LOANS AND INVESTMENTS AND RESERVES
OF MEMBER BANKS, DEC. 31, 1934, TO NOV. 1,
1935
[In millions of dollars]
Loans
Investments ...
Total loans and invest-
ments-..
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During the last 3 months of 1935 the public
debt of the United States Government in-
creased by $1,100,000,000, mak-
**« a total increase for the year
as a whole of $2,100,000,000,
compared with a growth of $4,700r000,000 in
1934. The excess of Treasury expenditures,
excluding debt retirement, over receipts in the
calendar year 1935 amounted to $3,000,-
000,000 and was met in part by new funds
raised by the sale of securities this year and in
part by withdrawals from balances held at the
beginning of the year. These balances, which
were considerably reduced during the year,
were replenished in December.
The total gross debt at the end of 1935
amounted to $30,600,000,000, of which about
$500,000,000 represented liability for retirement
of national bank notes to be met out of the
increment resulting from reduction in the
weight of the gold dollar and another $500,000,-
000 represented other noninterest-bearing debt,
leaving $29,600,000,000 of interest-bearing
obligations outstanding. The growth of the
public debt in recent years has been accompa-
nied by increases in the general fund balance of
the Treasury and in the Government-owned
assets in Federal corporations and credit
agencies.
Public-debt issues during the last 3 months
of 1935 included Treasury bills, amounting to
$450,000,000 in excess of maturing bills,
issued during October and November, apd the
issue in December of $646,000,000 of 2% percent
10-12-year Treasury bonds and of $737,000,000
of IK percent 5-year Treasury notes. These
securities were offered in part in exchange for
$418,000,000 of Treasury notes maturing on
December 15, and in part for cash.
Debt operations during 1935 as a whole were
directed primarily toward completing the major
part of the Treasury's program for refunding
the war loans and toward retiring pre-war
bonds bearing the circulation privilege. These
operations resulted in a decline during the year
of $1,600,000,000 in outstanding bonds, reflect-
ing redemption of all remaining Liberty bonds
and of most of the pre-war bonds and the issue
of new Treasury bonds and United States Sav-
ings bonds, and increases of $2,700,000,000 in
outstanding Treasury notes and of $450,000,000
in outstanding Treasury bills. These changes
were accompanied by a decrease of nearly one-
half of 1 percent in the average rate of interest
paid on the debt.
War loans and pre-war bonds called for re-
demption in 1935 totaled $5,700,000,000, in-
cluding $3,120,000,000 of Fourth Liberty Loan
bonds, part of which were called for redemption
on April 15, 1935, and the balance on October
15, 1935; $1,930,000,000 of First Liberty Loan
bonds called for redemption on June 15, 1935;
$600,000,000 of Consols on July 1; and
$75,000,000 of Panama Canal bonds on August
1, 1935. More than 80 percent of the Liberty
Loan bonds redeemed were exchanged for
bonds and notes aggregating $2,870,000,000
and $1,290,000,000, respectively. The Consols
and Panamas, which were largely on deposit as
collateral for national bank notes outstanding,
were to be retired from the balance in the
general fund of the increment resulting from
reduction in the weight of the gold dollar.
The actual process has been to retire these
bonds with other funds of the Treasury, includ-
ing those deposited by national banks for
redemption of their notes, and to use the
increment to retire the national bank notes
as they return from circulation.
The Treasury's program for refunding war
bonds began in October 1933 with the first call






e Present form of the
debt as compared with Decem-
ber 31, 1932, the end of the calendar year before
the refunding program was begun, is indicated
in the accompanying chart showing the matu-
rity distribution of the interest-bearing debt
outstanding on that date and on December 31,
1935.
During this 3-year period the interest-bearing
debt has increased by $9,000,000,000 as a result
of the emergency activities of the Government,
which have resulted to some extent in an in-
crease in assets owned by the Government. The
total amount of bonds outstanding increased
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only slightly during this period, but the various
issues and redemptions of bonds brought about
a more even distribution of bond maturities
than was the case 3 years ago. There are now
no bonds maturing before 1941, whereas at the
end of 1932 the Government had the problem
of retiring $6,270,000,000 of Fourth Liberty
Loan bonds on or before October 15, 1938.
Between 1941 and 1960 the amount of bonds
maturing in any single year does not exceed
$1,700,000,000.
The amount of the debt maturing within 5
years was larger at the end of 1935 than 3 years
earlier. The amount of Treasury bills with
maturities up to 9 months increased from
$640,000,000 to $2,400,000,000, certificates of
indebtedness with maturities up to a year de-



































creased from $2,300,000,000 to a special issue
of $250,000,000, and Treasury notes, all of
which mature within 5 years, increased from a
total of $3,000,000,000 to $12,000,000,000. The
amount of notes maturing during each year
varies from $1,700,000,000 to $2,900,000,000.
The average rate of interest paid on the debt
declined from 3.41 percent on December 31,
1932, to 2.55 percent on December 31, 1935,
largely as a result of the refunding of bonds and
other maturing issues into securities bearing
lower interest rates, reflecting the decline during
38989—36 2
the period in open-market rates on all classes of
Government securities. An increase in interest-
bearing debt during the period from $20,400,-
000,000 to $29,600,000,000 was accompanied
by an increase in annual interest charges on the
debt from $700,000,000 to about $750,000,000.
RECOMMENDATIONS OF THE FEDERAL ADVI-
SORY COUNCIL TO THE BOARD OF GOVER-
NORS OF THE FEDERAL RESERVE SYSTEM
NOVEMBER 21, 1935.
TOPIC NO. 1.—Open-market operations and
the excess reserves.
Recommendation.—The Federal Advisory
Council, in view of the fact that it has been
advised by the Chairman of the Board of Gov-
ernors of the Federal Reserve System that the
Board does not have the authority to initiate
open-market operations, requests the Board to
submit the following recommendation to the
Open Market Committee and to call for that
purpose a special meeting of said committee at
an early date.
The Federal Advisory Council of the Federal
Reserve System has received the communica-
tion of the Board of Governors of the System,
wherein reference is made to the statement of
the Council made to the Board at its meeting of
September 24, 1935, concerning the amount of
Government securities held by the System,
which has not varied for a long time, and calling
the attention of the Board to the basic theory
of open-market operations: that there should
at all times prevail sufficient flexibility to pre-
vent undue expansion and contraction in the
credit structure of the country. The Council
inquired whether the Board agreed with the
principle enunciated.
The present communication of the Board
recognizes "the necessity for the consideration
of the factors referred to in the statement as
elements in the determination of open-market
policy " and closes with the statement that "if
the Council has any proposals to make with
respect to the operation of the open-market
account of the Federal Reserve System, which
it believes to be pertinent in the existing situa-
tion, all factors considered, the Board will, as
in the past, be glad to receive them and con-
sider them."
The Council is fully cognizant of and thor-
oughly appreciates the importance and signifi-
cance of the obligation imposed upon it by
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law "to confer directly with the Federal
Reserve Board" and "to make recommenda-
tions in regard to discount rates, rediscount
business, note issues, reserve conditions in the
various districts, the purchase and sale of gold
or securities by Reserve banks, open-market
operations by said banks, and the general affairs
of the Reserve banking system", and it has
given its most pareful and earnest consideration
to the suggestion by the Board that it will be
glad to receive from the Council such proposals
as it may make with respect to the open-market
account of the System.
As a result of this consideration the Council
desires to call the attention of the Board to the
fact that, since the discontinuance, more than
2 years ago, of open-market purchases by the
System, excess reserves of member banks held
by the System have now reached the unprec-
edented total of more than 3 billion dollars,
which may well be considered as a base upon
which additional bank credit can be extended
to the extent of at least 30 billion dollars with a
corresponding increase of bank-deposit liabili-
ties.
The Council believes that there have now
been some considerable evidences of recovery
in business, of an increase in prices generally,
and particularly in the security markets of the
country, with the possibility, at least, that a
too-rapid advance of security prices could easily
develop into a new wave of speculation such as
preceded the market collapse of 1929. The
constant pressure of the very large excess re-
serves of the member banks creating a plethora
of the available supply of bank credit has a
very distinct tendency to foster and encourage
speculative activity, increase prices, and raise
the living cost of the population. The Council
believes that, even with the practically com-
plete elimination of excess reserves, the banking
system of the country would still be prepared
and ardently desirous of meeting any and all
legitimate and proper demands for bank credit,
and the Council is strongly of the opinion that,
in order to obviate the probability of an undue
and dangerous credit inflation, it is desirable
from every point of view to eliminate or at least
greatly reduce the excess reserves now being
carried in the System.
Since the enactment of the Banking Act of
1935 there exist two methods by which this can
be accomplished: (1) The selling or "permit-
ting to run off " of a portion or all of the System
holdings of Government securities; (2) raising
of reserve requirements.
The Council has most earnestly considered
the question as to which of these two methods
might be the more desirable under the present
circumstances and has determined to recom-
mend as strongly as possible the first method.
The controlling reason for this is the indis-
putable fact that so long as Government bonds
are held under the ownership of the System,
either the currency of the country or the re-
serves of member banks, to a corresponding
extent, are dependent entirely upon a Govern-
ment obligation. The world history of cur-
rency and banking has demonstrated the dan-
gers inherent in such a system or policy too
many times to make it necessary for them to be
elaborated upon in this communication.
There is, however, another reason for pre-
ferring the first method, namely, the ease and
flexibility with which it may be administered.
Under that method Government security hold-
ings may be permitted to run off or may be
sold, rapidly or gradually, as in the judgment
of the open-market committee may seem to be
feasible or advisable. If at any time the effects
seem to be too severe it is possible to suspend
or even temporarily to reverse the policy.
Under the second method, namely, increase
of reserve requirements, rigidity is substituted
for flexibility, since it must be entirely apparent
to anyone that frequent changes in reserve
requirements would create a chaotic condition
in planning for the future by member bank
management.
Finally, the Council wishes to make per-
fectly clear to the Board that, after Govern-
ment security holdings of the System have been
eliminated or greatly reduced, and if, then,
further curbs upon speculation should seem to
be desirable, there would certainly be no pos-
sible objection to an increase in reserve require-
ments. On the contrary, it would become the
clear and plain duty of the Board fearlessly and
promptly to take such action.
TOPIC NO. 2.—Regulations in respect to mar-
gin requirements on collateral loans of banks.
Recommendation.—The Federal Advisory
Council understands that the Board of Gover-
nors of the Federal Reserve System is contem-
plating issuing regulations to deal with the
control of collateral loans to be made by banks.
The Council, therefore, reaffirms herewith its
recommendation of May 15, 1934, reading as
follows:
The members of the Federal Advisory Council are
of the opinion that the Federal Reserve Board before
issuing regulations under this bill (stock exchange bill,
S. 3420), provided it is enacted into law, should make
a careful study as regards the needs of the situation. It
should be pointed out that the power conferred on the
Board is to be permissive and not mandatory. Con-
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sequently, there is no need for the Board to issue any
regulations until there is evidence that there is necessity
for them. In general, the members of the Council
feel that if the Board conscientiously can refrain from
adding unnecessarily to the innumerable regulations,
orders, and laws of all kinds under which banks are at
present compelled to operate it will be doing a distinct
service.
If and when the Federal Reserve Board deems it
necessary and advisable to issue regulations under this
provision of the proposed law, then it is to be hoped
that the Board will bear in mind the need for maintain-
ing adequate markets not merely for securities listed
on the more important; exchanges of the country but
also for securities which have merely a restricted local
market and those which are sold over the counter and
not listed. Stringent regulations may result in de-
stroying the market for the securities of small worthy
industries and thereby possibly destroy these industries
themselves by making it impossible for them to obtain
needed capital.
CORRESPONDENCE WITH REGARD TO FINANC-
ING SHIPMENTS OF GOODS TO BELLIGERENT
NATIONS
FEDERAL RESERVE BOARD,
Washington, December 20, 1935.
DEAR SIR: There are enclosed, for your infor-
mation, a copy of a letter dated November 6,
1935, from Governor Harrison, of the Federal
Reserve Bank of New York, a copy of a letter
dated November 30, 1935, from the Secretary
of State, and a copy of the Board's letter of this
date to Governor Harrison, with regard to the
financing of shipments of goods to belligerent
nations.
The statements referred to in the letter from
the Secretary of State are also enclosed, to-
gether with a copy of the proclamation issued
by the President of the United States on
October 5, 1935.
Your attention is invited particularly to the
suggestions contained in the Board's letter to
Governor Harrison in connection with future
inquiries received by the Federal Reserve bank
and with regard to the acceptance by the
Federal Reserve bank of paper which appears
to represent the extension of credit to finance
shipments of the character referred to in the
enclosed statements.
It will be appreciated if you will bring this
correspondence promptly to the attention of
the governor and the directors of your bank.
Very truly yours,
CHESTER MORRILL, Secretary.
To CHAIRMEN OF ALL FEDERAL RESERVE
BANKS.
FEDERAL RESERVE BANK OF NEW YORK
November 6, 1985.
DEAR GOVERNOR ECCLES: I am writing to
confirm my telephone conversations with you
regarding the question of bank credits to finance
shipments of goods to belligerent nations.
The proclamation of the President dated
October 5, 1935, issued under the authority of
section 1 of the joint resolution approved
August 31, 1935 (Public Resolution No. 67 of
the 74th Cong.), proclaimed the existence of war
between Ethiopia and Italy, and prohibited
and made unlawful except under license the
export of "arms, ammunition, or implements of
war" as defined in the proclamation. Supple-
menting this proclamation there has been pub-
lished in the newspapers statements of the
President dated, I think, October 5 and 30,
1935, and of the Secretary of State dated Octo-
ber 10 and 30, 1935, which, together with the
newspaper comment thereon, seem to indicate
that they were intended to discourage trade and
transactions with the belligerent nations even
beyond the prohibitions of the proclamation of
October 5, 1935.
In the light of the reported statements of the
President and the Secretary of State, counsel for
the — Bank (of New York) have called
upon us to discuss the question of its policy
with reference to granting credits to its cus-
tomers to finance shipments of goods to Italy.
This question does not relate to credits to
finance the shipment of "arms, ammunition, or
implements of war/' the export of which is
prohibited under the President's proclamation
of October 5, 1935, nor does it relate to out-
standing irrevocable credits to cover the export
of other goods. Counsel for the Bank
took the position, and I think correctly, that
the bank had no legal basis for canceling such
irrevocable credits. The question, therefore,
concerns only outstanding revocable credits, or
applications for new credits, for account of
the customers of the bank to finance the ship-
ment of goods other than arms, ammunition,
or implements of war.
I am enclosing a copy of a letter which we
received from the vice president of the
Bank under date of October 31, which raises
specifically the question of the propriety of
financing a shipment of cotton to Italy for one
of their regular customers.
As long as there is no apparent question of
law involved, but rather merely a question of
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propriety or judgment, I have thus far taken
the position that we could not advise them
what their policy should be. I do not feel
that I can with propriety urge or even advise
individual member banks to decline to extend
credit which is requested by customers to
finance the shipment of goods not prohibited
by law or by proclamation. To have them do
so would only arouse the resentment of the
customers of those individual banks and divert
the business to other institutions so that no
real purpose would have been served. If it is
in fact desired that banks should refuse credits
to finance the shipment of any goods to bel-
ligerent countries, some action would seem
necessary which would insure the universal
adoption of this policy by all banks in the
country. Without this it seems to me that it
would be ineffective, and unfair to the indi-
vidual shippers and banks concerned, to at-
tempt to influence particular institutions to
refuse such credits.
I should appreciate your advising me if you
or the Board of Governors feel differently or
if you think of any other course I should
follow.
Very truly yours,
GEORGE L. HARRISON, Governor.
Hon. MARRINER S. ECCLES,
Chairman, Board of Governors
of the Federal Reserve System.
Washington, D. G.
DEPARTMENT OF STATE,
Washington, November 30, 1985.
MY DEAR MR. MORRILL: I am in receipt of
your letter of November 19, 1935, enclosing a
copy of a letter of November 6 addressed to the
Chairman of the Board of Governors of the
Federal Reserve Board by Mr. George L. Harri-
son, governor of the Federal Reserve Bank of
New York, in regard to a question submitted
by an officer of the Bank (of New York)
with respect to the propriety of financing ship-
ments of cotton to Italy.
In reply, I enclose, for your consideration,
copies of statements recently made by the
President and by me in which are set forth the
purpose and the policy of this Government in
respect to commercial transactions with the
belligerents. I do not feel that I can undertake
to amplify these statements at this time or to
issue a special ruling in respect to any particu-
lar case. I assume, however, that all agencies
of the Government and all semi-governmental
agencies will wish to conform their action to
the policy set forth in these statements.
I may add that in a press conference on No-
vember 26 I made it clear to the representa-
tives of the press that the policy of this Govern-
ment in respect to abnormal shipments to
belligerents of primary war materials, enunci-
ated in my statment of November 15, flowed
naturally from the general purpose and policy
of this Government as expressed in preceding









The President made the following statement
tonight at the time of issuing his proclamation
under section I of a joint resolution of Congress
entitled " Joint resolution providing for the
prohibition of the export of arms, ammunition,
and implements of war to belligerent coun-
tries;'' etc.:
STATEMENT BY THE PRESIDENT OF THE
UNITED STATES
In view of the situation which has unhappily devel-
oped between Ethiopia and Italy, it has become my
duty under the provisions of the joint resolution of
Congress approved August 31, 1935, to issue, and I
am today issuing, my proclamation making effective an
embargo on the exportation from this country to
Ethiopia and Italy of arms, ammunition, and imple-
ments of war. Notwithstanding the hope we enter-
tained that war would be avoided, and the exertion of
our influence in that direction, we are now compelled
to recognize the simple and indisputable fact that
Ethiopian and Italian armed forces are engaged in
combat, thus creating a state of war within the intent
and meaning of the joint resolution.
In these specific circumstances I desire it to be under-
stood that any of our people who voluntarily engage in
transactions of any character with either of the bellig-
erents do so at their own risk.
FOR THE PRESS CONFIDENTIAL RELEASE FOR
PUBLICATION IN THE MORNING NEWSPAPERS
OF FRIDAY, OCTOBER 11, 1935. NOT TO BE
PREVIOUSLY PUBLISHED, QUOTED FROM, OR
USED IN ANY WAY
DEPARTMENT OF STATE,
October 10, 1935.
At the press conference at the Department
of State today, in answer to the following ques-
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tion put to him by a correspondent: "Mr.
Secretary, would you care to elaborate on what
the President said about American interests
trading with belligerents at their own risk?"
Secretary Hull made the following remarks:
As I said to you gentlemen heretofore, the language
of the President's statement has thoroughly wel
1-
defined meaning and every person should be able to
grasp its meaning and its implications. Technically,
of course, there is no legal prohibition—apart from the
proclamation governing the export of arms—against
our people entering into transactions with the bellig-
erents or either of them. The warning given by the
President in his proclamation concerning travel on
belligerent ships and his general warning that during
the war any of our people who voluntarily engage in
transactions of any character with either of the bellig-
erents do so at their own risk were based upon the
policy and purpose of keeping this country out of war—
keeping it from being drawn into war. It certainly
was not intended to encourage transactions with the
belligerents.
Our people might well realize that the universal state
of business uncertainty and suspense on account of the
war is seriously handicapping business between all
countries, and that the sooner the war is terminated
the sooner the restoration and stabilization of business
in all parts of the world, which is infinitely more im-
portant than trade with the belligerents, will be
brought about.
This speedy restoration of more full and stable trade
conditions and relationships among the nations is by
far the most profitable objective for our people to
visualize, in contrast with such risky and temporary
trade as they might maintain with belligerent nations.
I repeat that our objective is to keep this country
out of war.
FOR THE PRESS STATEMENT BY THE PRESIDENT
OCTOBER 30, 1935.
In dealing with the conflict between Ethiopia
and Italy, I have carried into effect the will and
intent of the neutrality resolution recently
enacted by Congress. We have prohibited all
shipments of arms, ammunition, and imple-
ments of war to the belligerent governments.
By my public statement of October 5, which
was emphasized by the Secretary of State on
October 10, we have warned American citizens
against transactions of any character with
either of the belligerent nations except at their
own risk.
This Government is determined not to
become involved in the controversy and is
anxious for the restoration and maintenance of
peace.
However, in the course of war, tempting trade
opportunities may be offered to our people to
supply materials which would prolong the war.
I do not believe that the American people will
wish for abnormally increased profits that
temporarily might be secured by greatly ex-
tending our trade in such materials; nor would
they wish the struggles on the battlefield to be
prolonged because of profits accruing to a com-
paratively small number of American citizens.
Accordingly, the American Government is
keeping informed as to all shipments consigned




A member of the press having made inquiry
as to whether the United States Government
is keeping in touch with exports to the bel-
ligerent countries, the Secretary of State
today said:
We have been and are each day giving ttie most dili-
gent and earnest attention to this and other phases of
our situation as it relates to the Ethiopian-Italian
controversy. At this stage I reiterate and call special
attention to the definite implications and the effect of
the policy of this Government to discourage dealings
with the two belligerent nations as set forth in the
President's public statement of October 5 and my
statement of October 10 warning our people not to
trade with the belligerents except at their own risk.
The policy of the Government as thus defined rests
primarily upon the recent neutrality act designed to
keep the Nation out of war, and upon the further
purpose not to aid in protracting the war.
It is my opinion that our citizens will not be dis-
posed to insist upon transactions to derive war profits
at the expense of human lives and human misery.
In this connection I again repeat that an early peace
with the restoration of normal business and normal
business profits is far sounder and far preferable to
temporary and risky war profits.
FOR THE PRESS STATEMENT BY THE SECRETARY
OF STATE, MR. CORDELL HULL
DEPARTMENT OF STATE,
November 15, 1935.
In view of the many inquiries that are being
asked from time to time with respect to trade
with Ethiopia and Italy, I deem it proper
again to call attention to the statement by the
President on October 5, that he desired it "to
be understood that any of our people who
voluntarily engage in transactions of any char-
acter with either of the belligerents do so at
their own risk."
On October 10 I explained that the Presi-
dent's statement was based primarily upon the
policy and purpose of keeping this country out
of war, and that "it certainly was not intended
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to encourage transactions with the belliger-
ents. " I further explained that "our people
might well realize that the universal state of
business uncertainty and suspense on account
of the war is seriously handicapping business
between all countries, and that the sooner the
war is terminated the sooner the restoration
and stabilization of business in all parts of the
world, which is infinitely more important than
trade with the belligerents, will be brought
about." The President, in a statement on
October 30, further emphasized the spirit of
this policy.
The American people are entitled to know
that there are certain commodities such as oil,
copper, trucks, tractors, scrap iron, and scrap
steel which are essential war materials, although
not actually "arms, ammunition, or imple-
ments of war", and that according to recent
Government trade reports a considerably in-
creased amount of these is being exported for
war purposes. This class of trade is directly
contrary to the policy of this Government as
announced in official statements of the Presi-
dent and Secretary of State, as it is also con-
trary to the general spirit of the recent neu-
trality act.
The administration is closely observing the
trend and volume of exports to those countries
and within a few days the Department of
Commerce expects to have complete detailed
lists of all commodities exported to the belliger-
ents which will enable exact comparison with
lists for the same period last year.
FEDERAL KESERVE BOARD,
Washington, December 20, 1935.
Mr. G. L. HARRISON, Governor,
Federal Reserve Bank of New York,
'New York, N. Y.
DEAR GOVERNOR HARRISON: Following re-
ceipt of your letter of November 6, 1935, with
respect to the financing of shipments of goods
to belligerent nations, a copy thereof was sent
to the Secretary of State, with a request for an
expression of his views concerning the position
taken in your letter. A reply was received
from the Secretary of State under date of
November 30,1935, a copy of which is attached,
together with copies of the enclosures mentioned
therein.
It will be noted that the Secretary of State
refers to the enclosed statements by the Pres-
ident and the Secretary as setting forth the
purpose and policy of the Government in
respect to commercial transactions with the
belligerents; that he does not feel that he can
undertake to amplify these statements at this
time or to issue a special ruling in respect to any
particular case; and that it is assumed that all
agencies of the Government and all semigovern-
mental agencies will wish to conform their
action to the policy set forth in the statements.
It will also be noted that in the statement of
November 15, 1935, reference is made to ship-
ments of goods, which are considered to be
essential war materials, as a class of trade which
is directly contrary to the policy of the Govern-
ment, and that the Secretary states in his letter
that the policy with regard to these abnormal
shipments of primary war materials flowed
naturally from the general purpose and policy
of the Government as expressed in earlier
statements.
The Board suggests that, if other inquiries
similar to the one referred to in your letter be
received by your bank, you reply by forwarding
copies of the statements issued by the President
and the Secretary of State as announcing the
policy of the Government, and that you state
that you are informed that the State Depart-
ment advised the Board that it did not feel
that it could undertake to amplify these state-
ments at this time or to issue a special ruling
in respect to any particular case.
The Board feels that the only proper course
for the Federal Keserve System to follow is to
cooperate with the Government in carrying
out its announced policy in this matter and
believes that the banks of the Federal Reserve
System will agree with the Board. It is not
improbable, unless the situation should improve
materially, that questions involving not only
the attitude of the Federal Reserve System
but also the exercise of the discount functions
of the Federal Reserve banks may arise. It is
the feeling of the Board that such matters might
well be left to be dealt with when the occasion
for their consideration appears, in which event
the Board will expect that these questions be
brought to its attention.
Copies of this letter are being sent to the
chairmen of all Federal Reserve banks and to
the Secretary of State.
Very truly yours,
CHESTER MORRILL, Secretary.
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EXPORT OF ARMS, AMMUNITION, AND IMPLE-
MENTS OF WAR TO ETHIOPIA AND ITALY
BY THE PRESIDENT OF THE UNITED STATES OF
AMERICA
A PKOCLAMATION
Whereas section 1 of a joint resolution of
Congress, entitled " Joint resolution providing
for the prohibition of the export of arms, am-
munition, and implements of war to belligerent
countries; the prohibition of the transportation
of arms, ammunition, and implements of war
by vessels of the United States for the use of
belligerent states; for the registration and
licensing of persons engaged in the business of
manufacturing, exporting, or importing arms,
ammunition, or implements of war; and restrict-
ing travel by American citizens on belligerent
ships during war", approved August 31, 1935,
provides in part as follows:
That upon the outbreak or during the progress of
war between, or among, two or more foreign states, the
President shall proclaim sucn fact, and it shall there-
after be unlawful to export arms, ammunition, or
implements of war from any place in the United States,
or possessions of the United States, to any port of such
belligerent states, or to any neutral port for transship-
ment to, or for the use of, a belligerent country.
And whereas it is further provided by section
1 of the said joint resolution that—
The President, by proclamation, shall definitely
enumerate the arms, ammunition, or implements of
war, the export of which is prohibited by this act.
And whereas it is further provided by section
1 of the said joint resolution that—
Whoever, in violation of any of the provisions of this
section, shall export, or attempt to export, or cause to
be exported, arms, ammunition, or implements of war
from the United States, or any of its possessions, shall
be fined not more than $10,000 or imprisoned not
more than five years, or both, and the property, vessel,
or vehicle containing the same shall be subject to the
provisions of sections 1 to 8, inclusive, title 6, chapter
30, of the act approved June 15, 1917 (40 Stat. 223-
225; U. S. C, title 22, sees. 238-245).
Now, therefore, I, Franklin D. Roosevelt,
President of the United States of America,
acting under and by virtue of the authority
conferred on me by the said joint resolution of
Congress, do hereby proclaim that a state of
war unhappily exists between Ethiopia and the
Kingdom of Italy; and I do hereby admonish
all citizens of the United States or any of its
possessions and all persons residing or being
within the territory or jurisdiction of the
United States or its possessions to abstain from
every violation of the provisions of the joint
resolution above set forth, hereby made effec-
tive and applicable to the export of arms,
ammunition, or implements of war from any
place in the United States or its possessions to
Ethiopia or to the Kingdom of Italy, or to any
Italian possession, or to any neutral port for
transshipment to, or for the use of, Ethiopia or
the Kingdom of Italy.
And I do hereby declare and proclaim that
the articles listed below shall be considered
arms, ammunition, and implements of war for
the purposes of section 1 of the said joint resolu-
tion of Congress:
CATEGORY I
(1) Rifles and carbines using ammunition in excess of
cal. 26.5, and their barrels;
(2) Machine guns, automatic rifles, and machine
pistols of all calibers, and their barrels;
(3) Guns, howitzers, and mortars of all calibers,
their mountings and barrels;
(4) Ammunition for the arms enumerated under (1)
and (2) above, i. e., high-power steel-jacketed ammuni-
tion in excess of cal. 26.5; filled and unfilled projectiles
and propellants with a web of thickness of 0.015 inch
or greater for the projectiles of the arms enumerated
under (3) above;
(5) Grenades, bombs, torpedoes, and mines, filled
or unfilled, and apparatus for their use or discharge;
(6) Tanks, military armored vehicles, and armored
trains.
CATEGORY II
Vessels of war of all kinds, including aircraft carriers
and submarines.
CATEGORY III
(1) Aircraft, assembled or dismantled, both heavier
and lighter than air, which are designed, adapted, and
intended for aerial combat by the use of machine guns
or of artillery or for the carrying and dropping of bombs
or which are equipped with, or which by reason of
design or construction are prepared for, any of the
appliances referred to in paragraph (2) below;
(2) Aerial gun mounts and frames, bomb racks,
torpedo carriers, and bomb or torpedo release
mechanisms.
CATEGORY IV
Revolvers and automatic pistols of a weight in excess
of 1 pound 6 ounces (630 grams), using ammunition in
excess of cal. 26.5, and ammunition therefor.
CATEGORY V
(1) Aircraft, assembled or dismantled, both heavier
and lighter than air, other than those included in
category III;
(2) Propellers or air screws, fuselages, hulls, tail
units, and under carriage units;
(3) Aircraft engines.
CATEGORY VI
(1) Livens projectors and flame throwers;
(2) Mustard gas, lewisite, ethyldichlorarsine, and
methyldiehlorarsine.
And I do hereby enjoin upon all officers of
the United States, charged with the execution
of the laws thereof, the utmost diligence in
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preventing violations of the said joint resolu-
tion, and this, my proclamation, issued there-
under, and in bringing to trial and punishment
any offenders against the same.
And I do hereby delegate to the Secretary of
State the power of prescribing regulations for
the enforcement of section 1 of the said joint
resolution of August 31, 1935, as made effective
by this, my proclamation, issued thereunder.
In witness whereof, I have hereunto set my
hand and caused the seal of the United States
to be affixed.
Done at the City of Washington this 5th day
of October, in the year of our Lord nineteen
hundred and thirty-five, and of the Independence
of the United States of America the one hundred
and sixtieth.




AMENDMENT TO REGULATIONS UNDER THE
GOLD RESERVE ACT
On December 31, 1935, the Treasury Depart-
ment issued the following release:
The Secretary of the Treasury, with the ap-
proval of the President, has issued an amend-
ment effective January 1, 1936, to the Provi-
sional Regulations issued under the Gold Re-
serve Act of 1934, which amendment will have
the effect of removing some of the restrictions
on dealings in gold for industrial, professional,
and artistic purposes. The more important-
changes which will result from such amend-
ment are as follows:
1. Unmelted scrap gold may be acquired,
held, and disposed of in amounts not exceed-
ing at any one time 35 troy ounces of fine gold
without the necessity of holding a Federal gold
license. In view of this amendment the great
percentage of licenses issued by the Federal
Government to dealers in unmelted scrap gold
will become unnecessary.
2. Under the regulations in effect prior to
this amendment small manufacturers, jewelers,
dentists, and other persons regularly engaged
in an industry, profession, or art in which gold
is required have been permitted to acquire gold
in any form, for use in their respective indus-
tries, professions, and arts. They were per-
mitted to do this, without the necessity of ob-
taining a Federal gold license, provided the gold
was acquired from licensed dealers and the
amount of such gold held at any one time did
not exceed 25 fine troy ounces. They will now
be permitted without the necessity of obtain-
ing a Federal gold license—
(a) To acquire for such purpose gold in any
form from any lawful source provided the
amount of such gold held by any such person
at any one time does not exceed 35 fine troy
ounces.
(6) To deal in unmelted scrap gold provided
the amount of such gold, together with all other
gold (except fabricated gold) held by any such
person at any one time does not exceed 35 fine
troy ounces of gold.
(c) To dispose of gold filings, clippings,
pieces, and the like which result from the legiti-
mate, customary, and ordinary conduct of the
industry, profession, or art in which they are
engaged, to persons holding appropriate Federal
gold licenses, as well as to the United States.
In view of this amendment a large percentage
of licenses issued by the Federal Government,
to manufacturers, jewelers, dentists, and other
persons who have required gold for use in
industry, profession, or art, will also become
unnecessary.
3. Every person dealing in gold whether or
not he is required to hold a license is prohibited
from doing business under a name or making
any statements or representations sounding
governmental. The regulations have hereto-
fore contained a similar provision, but only
with respect to licensees.
4. Heretofore persons were required to file
affidavits in order to be able to export from the
United States fabricated gold articles, regard-
less of the value of the gold content of such
articles. Under the present amendment, such
gold articles may be exported from the United
States without the necessity of filing an affidavit
if not more than 80 percent of the total value
of the article is attributable to the gold content
thereof. This will have the effect of relieving
many industrial concerns from the necessity of
filing affidavits in connection with the exporta-
tion of fabricated articles containing a com-
paratively small percentage of gold.
Change in Board's Staff
Effective January 8, 1936, Mr. J. P. Drei-
belbis was appointed an assistant general
counsel of the Board of Governors of the
Federal Reserve System.
Death of Mr. Hoxton
Mr. W. W. Hoxton, chairman and Federal
Reserve agent at the Federal Reserve Bank of
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Richmond since September 15, 1923, died on
December 20, 1935. Prior to becoming chair-
man and Federal Reserve agent at the Rich-
mond bank, Mr. Hoxton served as deputy
governor of the Federal Reserve Bank of St.
Louis from November 1914 to April 1919, as
executive secretary of the Federal Reserve
Board from October 20, 1919, to November 1,
1920, and as secretary of the Board from the
latter date to September 15, 1923.
Election of Class A and Class B Directors
The member banks elected the following
class A and class B directors of Federal Reserve
banks for the 3-year term beginning January 1,
1936:
CLASS A
Boston—A. L. Ripley (reelected).
New York—E. K. Mills (reelected).
Philadelphia—Joseph Wayne, Jr. (reelected).
Cleveland—R. A. Wardrop (reelected).
Richmond—L. E. Johnson (reelected).
Atlanta—G. J. White.
Chicago—F. D. Williams (reelected).
St. Louis—J. G. Lonsdale (reelected).
Minneapolis—H. R. Kibbee (reelected).
Kansas City— E. E. Mullaney (reelected).
Dallas—Alf Morris (reelected).
San Francisco—T. H. Ramsay (reelected).
CLASS B
Boston—P. R. Allen (reelected).
New York—W. C. Teagle (reelected).
Philadelphia—A. W. Sewall (reelected).
Cleveland—G. D. Crabbs (reelected).
Richmond—Edwin Malloy (reelected).
Atlanta—E. T. George.
Chicago—N. H. Noyes (reelected).
St. Louis—M. P. Sturdivant (reelected).
Minneapolis—J. E. O'Connell (reelected).
Kansas City—L. E. Phillips (reelected).
Dallas—J. D. Middleton (reelected).
San Francisco—A. B. C. Dohrmann (reelected).
Appointment of Class C Directors
The Board of Governors of the Federal Re-
serve System appointed the following class C
directors of Federal Reserve banks for the 3-
year term beginning January 1, 1936:
Boston—F. H. Curtiss (reappointed).
Philadelphia—R. L. Austin (reappointed).
Cleveland—E. S. Burke, Jr. (reappointed).
Richmond—W. W. Hoxton (reappointed).
1
St. Louis—J. R. Stanley (reappointed).
Minneapolis—J. N. Peyton (reappointed).
Appointment of Chairmen and Deputy Chairmen
The Board of Governors of the Federal Re-
serve System designated the following Federal
Reserve agents and chairmen of the boards
of directors of Federal Reserve banks for the
period from January 1 to February 29, 1936,
inclusive:
Boston—F. H. Curtiss.




St. Louis—J. S. Wood.
Minneapolis—J. N. Peyton.
Dallas—C. C. Walsh.
The Board of Governors of the Federal Re-
serve System appointed the following deputy
chairmen of Federal Reserve banks for terms
from January 1 to February 29, 1936, inclusive:
Boston—Allen Hollis.






Kansas City—E. P. Brown.
Dallas—S. B. Perkins.
San Francisco—W. N. Moore.
* Since deceased. 2 Acting chairman*
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